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KEY ECONOMIC INDICATORS 


All values in million U.S. dollars 
unless otherwise stated 


A C D 
1976 % change 1978 
Exchange Rate: US $1.00 = TL 16.00 BtoA 1/ 
INCOME, PRODUCTION AND EMPLOY- 
MENT ($ Billions) 2/ 
GNP at current prices 2/ 41.88 
GNP at constant 1968 prices: 2/ = 12.21 
Agriculture bule ‘ 
Industry 3.02 2.91 
Other 6.44 6.15 
Per Capita GNP at current prices 
(in $) 2/ 1,020.00 1,093.00 
Average Industrial Wage(1974=100) 169.00 224.00 
Labor Force (millions) 3/ 16.00 16.38 
Excess Labor (millions) 2.08 2.18 
Unemployment rate (%) 13.0 13.33 


MONEY AND PRICES 


Money Supply (TL mil) 1977, 

November 18 151,505 202 , 500 
Interest rates (Central Bank) (7%) 9.0 9.0 
Indices: (1963=100) 4/ 

Wholesale price index 396.6 492.1 

Ankara cost of living 385.9 472.8 


BALANCE OF PAYMENTS AND TRADE: 


Gold and Foreign Exchange 
Reserves (Central Bank) 989.0 476.5 
External public debts, repayable 
in foreign exchange(1977 Sep) 3,822.0 4,031.0 ) 
Armual debt service (external) 
(principal and interest) 336.0 500.0 48.8 
Balance of Payments, overall 
balance -1,766.0 -2,750.0 = N.A 
Balance of Trade -3,168.4 -4,043.3 27.6 -2,450 Planned 
Exports, FOB 1,960.2 1,753.0 -10.6 —— 
U.S. share 191.4 121.8 -36.4 N.A 
Imports, CIF 5,128.6 5,796.3 13.2 un 6 
U.S. share 437.9 502.8 14.8 N.A 


Until Feb. 28, 1978, $1=TL 19.25. Since March 1, 1978, $1=TL 25.00. 
National income data are provisional and based on Nov. 30, 1977 
provisional estimates, the latest available. 

Officially reported data. 

Annual average for 1976 and 1977; figures exclude rent factors. 


NOTE: Several changes in the exchange rate during the past four years 
account for apparent discrepancies in percentage changes from year to year 
in several items above. The percentages shown in Colum C of National 
Income are based on official data in TL, rather than the $ equivalents 


shown in A and B. Average rates used in National Income data are: 1976: 
$1=TL16.00; and 1977 $1=TL17.77. 
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SUMMARY 


In 1977, despite severe inflation, Turkey achieved a real 
growth rate of 5.0 percent. The decline in this rate from 
a 1976 figure of 7.7 percent was mainly caused by a severe 
foreign exchange shortage which greatly curtailed Turkish 
industrial production. This shortage began to be felt in 
earnest at the beginning of 1977, worsened steadily during 
the year, and continued into the first quarter of 1978. 

But in February and March, a new government took several 
measures to curb the drain on foreign exchange reserves, to 
discourage the opening of further short-term convertible 
lira accounts with Turkish banks, and to restrain inflation 
by encouraging savings and discouraging credit. In addition, 
the value of the Turkish lira against most other currencies 
was adjusted sharply downward on March 1, 1978. 


Early in March, a Turkish delegation resumed nego- 
tiations with the IMF in Washington for a standby credit. 
Agreement was eventually reached, thus opening the way for 
other discussions with commercial banks and governments 
looking toward debt relief and new credits. 


Domestic Economy 


The Turkish economy during this period faced familiar problems: 
inflation, scarce foreign exchange, and under-utilized capa- 
city. As a result, industry is now operating at about one- 
half capacity; it is unlikely that Turkey in 1978 will be 

able to sustain its past record of one of the highest real 
growth rates in the world. 


According to provisional estimates compiled in November by 

the State Institute of Statistics, Turkey's GNP grew by 5 per- 
cent in 1977. The highest rate was recorded by the industrial 
sector which grew at a 7 percent rate, well below the previous 
year's 9.3 percent. In the first quarter of 1977, industry 

was able to maintain its previous growth rate because of unin- 
terrupted imports of raw and auxiliary materials; however, 
increasing bottlenecks due to Turkey's foreign exchange problem 
reduced this rate to 7 percent by the end of the year. 


Prices rose at very high rates in 1977. This trend continued 
into the first quarter of 1978, due in part to inflationary 
expectations associated with the depreciation of the lira 

on March 1. Price indices prepared by the Ministry of Commerce 
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indicate that average wholesale prices, which rose 15.6 
percent in 1976, went up 26.1 percent in 1977. Comparison 
of the wholesale price index for December 1976 with that 
of December 1977 shows an increase of 36.1 percent in that 
twelve month period. 


Labor and Industrial Relations 


In the face of inflationary pressures, organized labor 
endeavored to sustain real wage levels by increasing their 
contract demands, and the resulting high level of concessions 
by management contributed to a wage-price spiral. Labor costs 
in the private sector rose by at least 50 percent in the past 
year and ranged upward in some instances to as high as 100 
percent. As most contracts are negotiated on a two-year basis 
the impact is doubled and will carry on into 1979. Public 
sector enterprises are currently negotiating their new con- 
tracts, and the trade unions concerned seek to catch up with 
the trend set in the private sector. Some 500,000 workers 
are involved, so that the significantly higher wage bill 
expected will produce significant strains on the budget. To 
moderate the accelerated pace of collective bargaining the 
Prime Minister has called for the trade unions to exercise 
restraints in their contract demands and for all sectors to 
make sacrifices and show responsibility and understanding in 
the national interest. 


Agriculture 


Because of insufficient moisture in many of the major wheat 
producing areas last fall, the outlook for winter wheat was 
considered to be very unfavorable immediately after planting. 
But above average rainfall during the months of March and 
April improved the outlook considerably and this year's crop 
is now expected to equal that of the previous season -- 13.5 
million metric tons. Wheat exports for calendar year 1977 
totaled 2.5 million tons, making Turkey the fifth largest 
wheat exporter in the world that year. However, only about 
1 million tons of the total could be shipped. The balance 
of 1.5 million tons plus additional sales though May 1978 

of about 690,000 tons will fully utilize available port 
facilities until the end of the year. 


Cotton and tobacco plantings are under way, although there 
was some delay because of the excessive rainfall. Cotton 
acreage is expected to decline as some farmers in Southeast 
Turkey have decided to switch acreage back to wheat. 
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In line with the new government's policy of announcing 
support prices before planting, sunflower seed support 
prices were revised upward by 30 percent from TL 6.50 

per kg. to TL 8.50 per kg. to encourage expanded produc- 
tion of this crop. Increases in support prices since 
last fall have been quite moderate, however. Only in 
three commodities -- olives, sunflower seed and mohair 
wool -- has there been a considerable increase in order 
to encourage a more rapid expansion of production of these 
commodities. In the past, sunflower seed support prices 
were relatively low and consequently it has become neces- 
sary for Turkey to import about 70,000 tons of vegetable 
oil this year. 


Balance of Payments 


Turkey's growing foreign trade deficit was the principal 
cause of a persisting balance of paymentsdeficit. Total 
exports in 1977 declined to a value of $1,753 million, a 
drop of 10.6 percent from 1976 and 29.9 percent below the 
1977 program target, chiefly because of a fall in exports 
of raw cotton (-51.3%) and tobacco (-30.0%). The share of 
agricultural products in Turkey's total exports fell from 
64 percent in 1976 to 59.4 percent in 1977. Imports, on 
the other hand, rose by 13 percent over the figure for 1976, 
totaling $5,796.3 million, only 0.1 percent below the target 
figure of $5,800 million. As a result, the trade deficit, 
$3,168.4 million in 1976, rose to $4,043.3 million in 1977. 
This was offset to some extent by net invisibles, which 
showed a surplus of $639 million, and capital movements, 
$679 million in the black in 1977. The overall deficit 
consequently totalec $2,712 million. $540 million of this 
was covered by a draw-down in reserves of the Central Bank 
and of other banks, and $2,158 million through short and 
medium term capital movements. 


Under the 1978 Program as revised by the Ecevit Government 
total exports are targeted to increase to $2,550 million, 
and imports to decline to $5,000 million. If this program 
is successfully implemented (first quarter results showed 
both figures lagging), the foreign trade deficit should 
shrink to a more acceptable level of $2,450 million. The 
1978 program also foresees increased workers' remittances 
and net receipts from tourism and travel, and an overall 
deficit of only $810 million as compared to the $2,712 mil- 
lion recorded in 1977. Credits from the IMF, the IBRD, 
private foreign banks and some governments will help to 
finance this shortfall. 
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ae most of 1977 and to date in 1978, foreign exchange 
transfers were limited to priority needs, such as for 

imports of crude oil, chemical fertilizers, pharmaceuticals 

and defense equipment. In late 1977 and early 1978, however, 
no allocations were reportedly available even for pharmaceu- 
ticals and chemical fertilizers. Priority transfers have 

been resumed, however, with the aid of the first IMF standby 
credit drawing. Transfers for imports of other raw material 
requirements for industry remain restricted, however; foreign 
exchange transfer applications pending at the Central Bank 

for these and other imports are reported to exceed $ 2 billion. 


Steps Toward Stabilization 


The Ecevit Government has undertaken a deflationary program, 
as reflected in the Turkish FY 1978 Budget. Total expendi- 
tures under the general budget were approved at TL 262.7 
billion. Figures for the annexed budgets have not yet been 
published, but are estimated to total around TL 3.6 billion. 
General Budget revenues were estimated at TL 247.2 billion, 
leaving a deficit of TL 15.5 billion to be covered by domestic 
borrowing. In the first nine months of TFY 1977 (March 1 to 
November 30, 1977), total expenditures under the budget ex- 
ceeded revenues by TL 21.9 billion, an annual rate of about 
TL 40 billion. Increased government expenditures in that 
period were one of the principal causes of an increase in 
the level of aggregate demand and an acceleration in infla- 
tionary trends. 


In early March, the Minister of Finance announced to the press 
that new measures would soon be implemented to shift the tax 
burden to higher income brackets, as well as to increase 
revenues from several classes of taxes, charges and fees. 
These proposals are still under consideration in the Turkish 
Parliament. Further price increases for goods and services 
produced by State Economic Enterprises, presently subsidized 
by the State, are also rumored. 


An additional step in the Ecevit stabilization package was 
taken on March 1, 1978, when the Turkish currency was depre- 
ciated by 23 percent against major currencies. One of the 
significant effects of this act was the enforcement by the 
Central Bank of a requirement that importers deposit the dif- 
ference between the old and pew foreign exchange value of 
their TL deposits against foreign exchange transfer appli- 
cations pending. The result of this requirement, which was 
sharply contested by the business community, was the withdrawal 
of large amounts of TL from circulation or of applications for 
sizeable amounts of foreig:) exchange, neither of which was 
consistent with stabilizaticn goals. 
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In the first quarter of 1978, several other monetary tools 
were brought into play to reduce domestic demand, augment 
domestic savings, and direct available foreign exchange 

toward sectors contributing to export earnings. Under the 
provisions of a decree put into force April 1, 1978, in- 
terest rates on time deposits as well as on bank credits 

were increased. Effective February 28, Central Bank 

reserve requirements were upped to 30 percent of time deposits 
for longer than one year and 35 percent of demand deposits and 
time deposits for less than one year. Both of these require- 
ments are 5 percent higher than those previously in effect. 
Preferential reserve requirements have also been established 
for deposits by small business and agriculture, and for invest- 
ments in sectors designated in annual development programs. 
Cash reserves to be held by banks in addition to reserves at 
Central Bank were also increased from 10 to 12 and 15 percent, 
depending upon the size of the deposits. 


Out Look 


The Turkish Government has made impressive strides toward 
coping with the country's economic problems since the begin- 
ning of 1978. Particularly important for the immediate future 
are the steps taken to meet the critical external financial 
pressures that had built up over the previous twelve months. 
As these pressures are eased by various arrangements made 
with the IMF, the commercial banks, and trading partners, 
Turkish authorities should be in a position to address the 
fundamental structural and developmental problems of the 
country with the long term in mind. 


Nevertheless, Turkey is not yet "out of the woods" economical- 
ly, even in the short run. Some of the effects of last year's 
payments crisis are just beginning to flow through the economy 
in the form of shortages, further reduced output and employ- 
ment opportunities, and even higher prices. The full impact 
of stabilization measures so far introduced has yet to be felt 
by the economy as a whole. And Turkey, like other non-oil 
producing countries at an intermediate stage of development, 
urgently needs either to reduce its external expenditures for 
petroleum or sharply to increase revenues from its own exports. 
These difficult problems will require careful management over 
the forthcoming period. 





Implications For The United States 


US. exports to Turkey are largely -- although not exclu- 
sively -- development-project related. That sector of 

the Turkish market may be somewhat depressed in the in- 
mediate future because of uncertainties concerning funding. 
It is not likely that any large new projects will be begun 
in the next few months for that reason. However, as debt 
relief arrangements are completed there will undoubtedly 

be a major effort to complete projects underway but in- 
complete and often behind schedule because of funding dif- 
ficulties or shortages of imported components. Opportunities 
should therefore continue to be good in construction equip- 
ment and machinery (including similar equipment used mainly 
for surface mining) and equipment for power generating instal- 
lations, both thermal and hydroelectric. 


Demand will also continue to be strong for certain key 
industrial raw materials and intermediate goods in which 
Turkey is not yet self-sufficient. Coal, both steaming 

and coking, is an example of interest to American exporters. 
Certain iron and steel products are another. Export-related 
inputs will also be much in demand and will be among the 
imports accorded priority consideration for foreign exchange 


transfers. Of particular interest in this regard are chemical 
fertilizers and similar products. 


However, despite the good potential of the large and growing 
Turkish market, American exporters should bear in mind that 
financing remains a serious problem. Exporters should be 
prepared either to offer very favorable terms or to accept 
payments delays. But these are problems that will not last 
forever; Turkey has a promising long-term potential. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 











